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In late September, negotiating teams from Guatemala, El Salvador, and Honduras known as Central
America's "Northern Triangle" countries reinitiated formal talks with Mexico on a free-trade accord.
The reopening of trade discussions among those nations reflects an energetic push by Mexico and
all the Central American countries to begin construction of a multilateral free-trade zone between
the isthmus and Mexico by 1998. In a watershed summit in January 1991, the presidents of the
five Central American Common Market (CACM) countries Guatemala, El Salvador, Honduras,
Nicaragua, and Costa Rica met with then Mexican president Carlos Salinas de Gortari in Tuxtla
Gutierrez, Mexico, where they agreed to work toward the construction of a subregional free-trade
zone.
At the summit, the CACM presidents agreed to pursue individual negotiations with Mexico,
with the goal of eventually weaving bilateral trade agreements into a multilateral framework that
incorporates all the countries. As a result, Costa Rica and Nicaragua each opened negotiations with
Mexico. And, for their part, the Northern Triangle countries decided to negotiate as a tripartite bloc.
Nevertheless, only Costa Rica actually managed to sign an accord with Mexico, which took effect in
January 1995. Talks with the other countries generally broke down as a result of the economic crisis
that exploded in Mexico following the peso devaluation in late 1994. Last February, however, the
isthmian presidents held a second summit with current Mexican President Ernesto Zedillo, dubbed
Tuxtla II, where the participants reaffirmed their commitment to a subregional free-trade zone via
the conclusion of bilateral negotiations, giving new impetus to trade relations with Mexico.
In fact, Tuxtla II greatly broadened the original framework for negotiations, since Panama and Belize
both participated in the second summit, and the countries agreed to create a permanent, multilateral
framework for talks, which will eventually be used to harmonize the individual accords into a
regional free-trade zone. Under the multilateral framework, the presidents of Mexico and all seven
isthmian nations will meet every two years. In addition, the region's foreign ministers are committed
to meet on an annual basis, and three high-level subcommissions were set up to coordinate political
affairs, economic and financial matters, and cooperative programs. In the meantime, however, the
emphasis is on bilateral trade negotiations, which are finally moving forward again.
Following Tuxtla II, for example, Nicaragua immediately reinitiated talks with Mexico, and official
delegations from both countries met on various occasions during the first half of this year. In
June, both sides agreed to temporarily suspend conversations until after the Oct. 20 presidential
elections in Nicaragua. Still, the bilateral accord is nearly finished, with only a few difficult points
pending negotiation once a new government takes office in Nicaragua. Among other things, the
two sides snagged over rules of origin, as well as Nicaraguan demands for a rapid reduction of
tariffs on a series of agricultural products, particularly beef and sugar. Regarding the first point,
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Mexico insists that 55% of all imports from Nicaragua be based on domestic inputs, but because of
Nicaragua's weak industrial base, it demands that the percentage requirement be lowered to 35%.
Regarding beef and sugar, Mexico maintains protective tariffs and nontariff regulations for both
those products. Mexico is willing to grant quotas at reduced, or zero-level, tariffs, but Nicaragua is so
far demanding a higher quota for both those goods than Mexico is willing to concede.
Also in March, Mexico and Panama signed an agreement to begin negotiations on a bilateral free-
trade accord. The declaration outlines five areas for discussion: market access, rules of origin,
agricultural goods, financial services, and conflict resolution. Still, the most significant advance
since Tuxtla II is between Mexico and the Northern Triangle countries. In May, the economy
ministers from the four nations met in Guatemala where they established the general framework
for negotiations, including the goals and methods for talks and a calendar for meetings. At that
conference, the ministers agreed on 12 areas of negotiation, each of which are to be handled
separately by delegations from all the countries. The areas include rules of origin, government
purchases, industrial tariffs, agricultural tariffs, market access, technical rules, sanitary measures,
conflict resolution, unfair trade practices, safeguards, intellectual property rights, and investments.
From May to August, government and private-sector representatives from the Northern Triangle
countries met on at least seven occasions to unify their positions and improve their ability to
negotiate as a bloc with Mexico. Then, on Sept. 25-26, the first round of formal negotiations opened
in Guatemala, with a total of 170 government and business representatives attending from all four
countries. "Our basic goal at this first meeting is to reach preliminary agreements regarding the
text of each of the 12 areas that must be negotiated," said Raul Trejo Esquivel, the adjunct leader for
Guatemala's negotiating delegation. "This meeting will pave the way for concrete trade negotiations
in the coming months by pinpointing the areas that need the most attention."
Indeed, while some areas seemed to generate little conflict, the conference clearly highlighted major
differences between Mexico and the Northern Triangle that will likely require tedious and difficult
negotiations. Issues such as government purchases will probably need little discussion because
the rules and regulations outlined by the World Trade Organization (WTO) already provide an
adequate framework for subregional accords in those areas.
Nevertheless, issues such as tariff reductions, rules of origin, unfair trade practices, investments, and
intellectual property rights will likely be major sticking points. In fact, the first two are expected to
generate significant conflicts during negotiations given the sharply differing positions with Mexico.
Regarding rules of origin, for example, like Nicaragua, the Northern Triangle demands a much
lower percentage requirement on domestic inputs for its exports to Mexico, since the industrial base
of those three countries is greatly inferior to that of their northern neighbor. "Mexico is very strict
in this area," said Trejo Esquivel. "They want to impose a uniform requirement of 60% domestic
content in all products." Tariff reductions, however, will likely be the most difficult issue, since
the private sectors of the Northern Triangle countries are pushing for important concessions from
Mexico that will allow them to adequately compete with Mexican imports. The issue is particularly
volatile because of the huge trade deficit the region already suffers with Mexico, which reached an
accumulated total of US$1.73 billion during the first five years of the current decade.
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"We are not prepared to compete with Mexico in many products," said Honduran business leader
Raul Torres, who is participating in the negotiations. "We have abundant human resources, but we
don't have the appropriate technical or financial resources." Small and medium-sized entrepreneurs
are especially fearful that, once a free-trade accord is signed, a surge of Mexican imports could wipe
them out of business.
"If tariff reductions and safeguards are not negotiated before a trade accord takes effect, it could
ruin us," said Nestor Villegas, head of the Comite Coordinador de Microempresarios de America
Central. "If there is an accelerated tariff reduction, many small businesses will not be able to
compete technologically. It would be completely unfair to force them into bankruptcy because
of a blind faith in free trade that does not take into account the human and social effects of such
policies."
As a result, government and business representatives from the three isthmian nations have worked
hard to unify their positions before going into the talks with Mexico, and now the negotiating
delegations are prepared to take an aggressive tack in future meetings. "We are well aware of our
trade limitations vis-a-vis Mexico," said Trejo Esquivel. "But we hope to reverse the trade deficit
with aggressive strategies that lead to a much greater opening for our products on the Mexican
market, all of which we will negotiate as part of the trade accord." The next round of negotiations is
set for November 4-5 in Mexico, to be followed by another meeting in December in San Salvador.
The Northern Triangle expects to sign a final accord with Mexico at the latest by year-end 1997. In
fact, the goal is to have all bilateral accords between Mexico and the Central American countries
completed by next year, which would pave the way for multilateral talks in 1998.
Meanwhile, Costa Rica, the only nation to have signed a bilateral trade accord with Mexico, appears
to be finally reaping benefits from the agreement. When the treaty took effect in January 1995,
Mexico had just plunged into its worst economic crisis in recent history, and most countries that
had signed trade accords with that nation suffered from a sharp drop in demand for their goods on
the Mexican market. Last year, Costa Rica's exports to Mexico plummeted 39%, dropping from US
$23.9 million in 1994 to just US$14.6 million. In fact, during the first five months of 1995, when the
Mexican depression was touching bottom, Costa Rica's exports fell to just US$2.59 million. During
the first five months of 1996, however, Costa Rica sold about US$14 million in goods to Mexico,
representing a whopping 440% jump compared with the same period in 1995. And, Costa Rica
expects the total value of exports to its trade partner to reach US$50 million by year-end 1996, more
than double Costa Rica's sales to that country in 1994, the year before the trade accord took effect.
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